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KEY ECONGHIC INDICATORS: YUGOSLAVIA 
. 2 3 f Change ** 
1970 1971 ist six 
ITEM months 1972 
GNP at current prices 14337 15508 -- Neds 
GNP at constant 1967 prices 11040 11941 -- na. 
Per capita GNP, constant prices 537 582 ae Rebs 
Investment as % current GNP 4 17.8 -- nh. 
Savings as % Disposable Income 15.9 15,3 1h ed =1.5 
Money Supply (in Billions of Dinars) 38.5 43,9 49,8 +254 
Domestic Credit Outstanding (in Billions 83,0 92,3 98,0 + 9.5 
of Dinars) 
Commercial (in Billions of Dinars) 7661 85.3 91.5 #11,1 
Consumer (in Billions of Dinars) 6.9 7.20 545 - 9.7 
Interest Rate, Central Bank 6 6=7 6-7 + 1 
Commercial Bank Prime g 8-10 8=10 0 
Gold = Foreign Exchange Reserves 170 282.4 517.4 4144, 
Balance of Payments/Deficit * -517 434 #20 4105 
Electric Power Cons, (Millions kwh) 21706 24415 16150 ¥17.7 
New Plant & Equipment Investment 
(in Billions of Dinars) 36.45 41k 2 +13,.1 
Construction (in Billions of Dinars) 24.9 30.7 Mod 419.3 
Unemployment Rate (Social Sector 
monthly avg.) 8.5 Te) 75 0 
Indices: Base (Previous Year - 100) 
Consumer Price 119 115 116 41h, 
Whole Price 109 115 112 a 8 
Ind, Production 109 11C 109 + 7 
Average Ind, Wage 148 122 iz +418 
Labor Productivity (1964-100) 131 137 14,1 os 
Foreign Trade: (in US $ 
Total Exports, FOB 1679 1816 1077 +30 
Exports to US 90 109 75 +53 
Total Imports, CIF 287 3253 1445 -16 
Imports from US 160 197 81 =-28 
Imports from other main sources: 
West Germany 567 617 278 -9. 
Italy 378 397 182 6.2 
USSR 193 281 123 36 
% Current Account Principal Source: Index No,8/72 
set % Change 1st 6 months 1972/71 Statistical Bulletin No. 8/72 
(e) Official estimate , IMF International Financial 
nea. Not applicable due to changes in dinar Statistics 


exchange rate. 





SUMMARY 


The Yugoslav economy for the first half of 1972 was characterized 
by a major improvement in the balance of payments and continued infla- 
tionary pressures. Exports were up by 30 percent while imports showed 


a 16 percent decline reflecting the impact of stabilization measures. 
Foreign exchange reserves rose to a record level of over $600 million. 


Industrial production was up about 8 percent while unemployment fell 
slightly. The cost of living index for the first six months showed an 
increase of 9.4 percent owing to a relatively high level of demand and 
shortages of some industrial raw materials. The GOY showed a determina- 
tion to hold the line on the stabilization program and appeared willing 
to institute new policy measures to curb excess demand, Real growth for 
the year was estimated at about 7 percent. 


Imports from the United States and other major suppliers dropped as the 
1971 stabilization me&sures took hold; however, there is lively interest 
in U. S. capital goods and curiosity about U. S. consumer items which 

can and should be exploited. U. S. businessmen visiting Yugoslavia or 
exhibiting in the numerous Yugoslav Trade Fairs will find a wide potential 
market, and prospects are that with currency revaluations and higher 
inflation rates in Western Europe, U. S. products will again achieve a 
measure of price competitiveness, 








A. CURRENT ECONOMIC SITUATION AND TRENDS 


Ls Despite Stabilization Measures, Demand Pressures Persist 


Despite the stabilization measures total demand remained at a rela- 
tively high level, Money supply was up sharply partly reflecting the 
inflow of workers' remittances from abroad. Consumption demand 
remained high owing to a sharp increase of 35 percent in personal 
incomes during the first quarter of 1972. By the end of the second 
quarter the growth rate in personal incomes had fallen to around 6-8 
percent. Average industrial wages in the first six months rose 18 
percent. Government expenditures for the year are expected to be about 
15 percent over 1971 levels. New regulations effective July 1972 will 
limit expenditures to no more than three percent in excess of 1971. 
Tight credit policies resulted in a cutback in plans for some large 
investment projects. Export demand was at a high level with sales 
abroad showing impressive gains, It is anticipated that aggregate 
demand will decline somewhat in months to come. 


II. Prices - Cost of Living Index 


Inflation continues to be a major problem with the consumer price 

index expected to show an increase of at least 15 percent for 1972 as a 
whole. Price controls, which were initiated along with other stabilization 
measures in mid-1971, have held down price rises in basic consumption 

items such as corn, wheat, flour and steel. However, consumer demand, 
spurred on by high wage rates, has put pressure on prices, and growth of 
productivity (4 percent per annum) has fallen far behind the rise in 

wages. 


III, Trade Deficit Declines - Balance of Payments in Surplus 


Yugoslavia's balance of payments on current account showea marked 
improvement with a surplus projected for 1972 as a whole. Foreign 
exchange reserves rose from $340 million in January to $640 million in 
September, partly reflecting receipt of loans from abroad. 


IV. Agricultural Situation Generally Favorable 


1972 looks to be an average year for Yugoslav agriculture, whose share in 
total Yugoslav GNP in 1971 was approximately $2,352.5 million, or 15.1 
percent. The important wheat crop of 4.8 million metric tons was 14 percent 
below the record 1971 crop but higher than the long-term average; about 
500,000 metric tons of wheat is being imported to fill the gap. Corn 
production should reach an all time high of 8.5 million tons, weather 
permitting. Some corn and feed grains were imported during the summer; 
the Yugoslav Government is expected to import between 200,000-400,000 
metric tons of additional feed grains for price intervention purposes. 
Sugar beet production will be below last year's levels as farmers switch 
to more profitable crops. 





Total agricultural exports during January-June, 1972, at $167 million, 
were 34 percent above the same period last year; agriculture's share in 
total Yugoslav exports increased to 15.5 percent from 13.2 percent in 
the same period in 1971. A worldwide shortage of meat triggered huge 
increases in some commodities (cattle +211 percent, pork +142 percent). 
Agricultural imports declined from $160 million to $84.4 million the 
first six months of 1972. Agriculture's share in total Yugoslav imports 
dropped from 9.3 percent to 5.8percent. Some $70 million worth of U.S, 
wheat, corn and vegetable oil purchased under CCC credit, will arrive in 
Yugoslavia during July to December, 1972. 


B, IMPLICATIONS FOR THE UNITED STATES 
I. U.S.-Yugoslav Trade Reflects Import Tightening 


At the end of June, 1972, U.S. exports to Yugoslavia totalled $81 million, 
a decrease of 28 percent from the same period of the previous year.* At 
the same time, Yugoslav exports of $75 million represented a 53 percent 
gain over the first half of 1972. The U. S. export loss compares 
unfavorably with the overall decrease in Yugoslav imports from the 
convertible area of only 13 percent, this despite the substantial re- 
valuation of the currencies of Yugoslavia's leading European suppliers. 
However, the U.S. share of total Yugoslav foreign trade fell only slightly 
(from 6.3 to 6.2 percent). With a total trade volume of $156 million 
(first six months of 1972), the U. S. placed fourth among Yugoslavia's 
leading trading partners, following West Germany, Italy, and the Soviet 
Union. The U.S. runs a considerable current account deficit with 
Yugoslavia, which should provide a major basis for increasing U.S. exports 
through intensified sale promotion activity. 


II. Government Searches for Joint Ventures 


The Yugoslav Government is most anxious that more foreign firms avail 
themselves of the special provisions whereby foreign investors may control 
up to 49 percent of a joint enterprise. To date, some 52 joint enter- 
prises have been formed, resulting in a total foreign investment capital 
inflow of $113 million. Major provisions permit repatriation of a certain 
percentage of export earnings and a possibility of eventual sale of 
interests in the venture to a non-resident. U.S. investors (who to date 
have invested about $3 million in joint ventures) find that it is essential 
to draft a precise joint venture contract, the scope of which can be very 
wide, 





*U.S. Department of Commerce figures, however, show a 40 percent decrease, 
from $128.9 million to $76.1 million compared with an estimated decrease 
in exports from the United Kingdom, of 37 percent, from Austria, of 25 
percent, from Italy, of 12 percent, and from West Germany of 7 percent. 
This should be largely offset by recent large Yugoslav purchases of U.S. 
agricultural produce. 








III. Opportunities for U. S.Suppliers Despite Import Reductions 


Measures to brake Yugoslavia's import boom has resulted in a substantial 
reduction in Yugoslav imports from the U.S. and other major suppliers. 

As of mid-1972, it is difficult to envisage any marked relief from the 
stringent import conditions before the year is out. Im addition to 
import requirements, tight domestic credit policies have resulted in 

the shelving, postponement, or abandonment of some large projects where 
U.S. suppliers might have expected to compete. Projects which remain 

on the books and which offer sizeable export opportunities include a $350 
million power complex by Energoinvest of Sarajevo, a $310 million copper, 
nickel mining plus power and refining complex in Macedonia, a $400 million 
steel mill at Zenica, a $100 million ($40 million to be provided by IBRD) 
gasline in the Vojvodina, and other large public works and infrastructure 
projects. 


It should be kept in mind that the drop in imports for the January-June 
period of 1972 represent sharp decreases from a very high figure in 1971, 
and that consequently Yugoslavia still remains a significant importer. 
Extrapolating from mid-yedr figures, it would appear that Yugoslavia's 
imports for 1972 will total about $2.5-2.8 billion, of which about 75 
percent will probably come from western suppliers. 


IV. Where U. S. Can Make Sales 
As in the past, particularly favorable sales prospects can be found in those 
industries which earn convertible currencies through the export of goods 

or services. Under Yugoslav regulations, it is these export earnings which 
enjoy a favored and priority position in retention of hard currencies for 
import and other purposes. Among these are: 


(a) Tourism 


A number of American suppliers have already made profitable inroads 
on this market. Given Yugoslavia's ambitious plans for expansion of 
hotels and other tourist-oriented facilities, it appears that the future 
will offer very good sales potential for a long time to come. American 
exhibitors of air conditioning and commercial refrigeration at the 
Department of Commerce shows "Zagreb 72," held in April at the Zagreb 
Fairground, reportea both substantial sales and very strong market poten- 
tial. In addition to equipment, tourism is a field where Yugoslavs are 
seeking American investments and know-how to bring about expansion of 
facility and efficient operations, 


(b) Food Processing 


Despite Yugoslavia's rapid industrial growth, food pro- 
duction and processing continues to occupy an extremely significant 
Place in Yugoslavia's domestic and export economy. In addition to 
being export mainstays, meats and processed and packaged foods are of 
great importance to the tourist trade and to burgeoning urban markets 
for packaged and convenience foods. Yugoslavia's food processing and 
packaging industry has long been a good customer for American equipment, 
and it is likely that ongoing modernization and expansion in these fields 
will continue to provide substantial export opportunities. 


(c) Furniture Making Equipment 


Embassy contacts and surveys have revealed strong potential 
for machinery and other products for Yugoslavia's important furniture 
and wood products industry. This important export earning sector is 
believed to offer good possibilities for American furniture making 
machinery, hand tools, and glues. 


In addition there seems to be lively interest in U.S. consumer 
goods in general, At present, these goods are scarcely familiar to the 
average Yugoslav customer. The Embassy, with the Department of Commerce, 
is currently examining possibilities for expanding sales of U.S. consumer 
goods via the medium of “in-store" promotional campaigns which are designed 
to familiarize the public with a wide variety of U.S. goods; to what extent 
this will stimulate additional exports from the U.S. will be very largely 
a function of price or in some cases, novelty. Our experience has shown 
that in markets like Yugoslavia, quality is frequently not as important 
a consideration to the average consumer as is price. Finally, the general 
theme of the Zagreb Spring Fair in 1973 will be medical and test equipment. 
It. is estimated that the existing market for imported laboratory and test 
equipment is $5.6 million, with insufficient U.S. participation due to lack 
of information on U.S. products. 


Despite this year’s disappointments for U.S. exporters, the general 
outlook for the longer run may be more favorable. Most of Yugoslavia's 
major suppliers face internal inflationary situations which appear to have 
deep root, and which forecast better price campetitiveness of U.S. 
products. Though small, Yugoslav business and public is receptive, and 
U.S. business would do well to concentrate greater attention on culti- 
vating this rapidly expanding market of 20 million eager consumers. 
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